DEPARTMENT OF ARMNOLD SCHWARZENEGGER, BOVERNOR

o“t’-n—-mgﬁ“" F“ g

June 28, 2007

Mr. Stephen W. Mayberg, Ph.D., Director
California Department of Mental Health
1600 Ninth Street, Room 151
Sacramento, CA 85814

Dear Dr. Mayberg:

Final Report—Raeview of the San Mateo County Pharmacy and Laboratory Services
Estimation Process

Enclosed is the final report on our review of the San Mateo County Pharmacy and Laboratory
Services estimation process. The Department of Finance, Office of State Audits and
Evaluations, performed this review in accordance with an interagency agreement with the
Caiifornia Depariment of Mentai Health (DM,

The observations in our report are intendad fo improve DMH's process. DMH has agreed with
our observations and we appreciate DMH’s willingness to implement corrective action. Please
provide us with a corrective action plan within thirty days from the date of this letter. Mail your

corrective action plan to:

Department of Finarnce
Office of State Audits and Evaluations
300 Capitol Mall, Suite 801

Sacramento, CA 95814

We appreciate the DMHM’s assistance and cooperation with this review. If you have any
guestions, please contact Frances Parmelee, Manager, or Zach Stacy, Supervisor, at
(918) 322-2985.

Sincerely,
Criginal signed by:

Janet |. Rosman, Assistant Chief
Office of State Audits and Evaluations

Enclosure

cc: Mr. Jim Alves, Assistant Secretary, HMealth and Human Services Agency

Ms. Elaine Bush, Deputy Director, Adminisiration, California Department of Mental
Health

Mr. Sean Tracy, Special Projects Manager, California Department of Mental Health

Mr. Mike Borunda, Acting Deputy Director, Systems of Care, California Depariment of
Mental Healih

Ms. Harriet Kiyan, Chief Financial Officer, California Depariment of Mental Health

Ms. Rita McCabe, Chief, Medi-Cal Mental Health Policy Branch, California Department of
Mental Health

Mr. John Dovie, Principal Program Budget Analyst, Department of Finance
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The California Department of Mental Health (DMH) requested thai the Department of Finance,
Office of State Audits and Evaluations, review the current San Mateo Pharmacy and Laboratory
Services Program {Program) estimate methodclogy, research prevalent trends within the
pharmacy benefit and County Organized Health Systems (COHS) industries, and make
recommendations towards improving the Program estimation process. The forecasting of
resource reguirements for the Program has been cverestimated by approximately 8.24 percent
over four fiscal years ending June 30, 2005. With the implementation of the Medicare
Prescription Drug, iImprovement, and Modernization Act {Medicare Part D) in January 2008, the
Program expected to significantly reduce its costs. The following observations about DMH's
estimation process were identified, and the proposed recommendations, if implemented, would
improve the current Frogram estimeation process.

« DM does not provide adequate oversight of the Program, resuiting in inflated cost
projections and overpayments of cosis. The historic cost data provided by the
San Mateo County Mental Health Depariment {County) is not assessed for
reasonableness or verified for accuracy. Specifically:

o Inflated cost projections and over biliing by the laboratory services vendor
resulted in estimated laboratory costs exceeding actual costs by more than
$800,000 over a five-year period ending June 30, 2006,

o Drug rebaies received did not appear reasonable compared io rebate
perceniages received by Medi-Cal and other states. In 2005, the rebales
reported by the County equaled $358,535. Under Medi-Cal, the negotiated
rebates for the same year would have reduced the overall Program cosis of
$10,573,360 by an additional $3,555,642 or 34 percent.

o Adminisirative fees charged by the County were not supported by a formal
agreemeant.

o Share of costs/coordination of benefits revenue have not been monitored for
consistency.

It is recommended that DMH increase Program oversight in order fo reduce the inflated
cost projections and overpaymentis of cosis.

e DMH did not adequately assess the impact of Medicare Part D on the Program. DMMH's
estimate that 23.5 percent of Medi-Cal beneficiaries will be eligible for Medicare Part D
{dua! eligible) is based on the percentage that had Medicare Part A or B. However, the
estimate failed to consider that the Program usage pattern is not a normal distribution
and that higher cost users are more likely fo be eligible for Medicare Part D. The County
indicated the Medicare Part D's impact is currently tracking at 40 — 50 percent; therefore,
DMH materially underestimated the impact.




it Is recommended that DMH identify the actual dual eligible population and quantify the
sffect of beneficiaries transitioning to Medicare Part D.

 DMH forecasts Program requiremenis on frended historic costs at the program level and
does not incorporate specific user and service level data, such as demographics or
diagnostic services. Actuaries from the California Department of Health Services
indicated that its COHS program estimates are based on a sum of regressed hisioric
costs of various user and service leveis. Uiilizing user and service level detaiis provide
tools fo isolate variances between aciual and projecied costs and adequately assess
implications of new mandaies cr other policy changss.

it is recommended that DMH break down service lsvel details inio more relevant
component levels and utilize these components to prepare the Program base estimate.

» There has been consideration to implement this Program stalewide. However, DMH has
not assessed the cost effectiveness of the Program.

Prior to any expansion, it is recommended that DMH determine the cost effectiveness of
the Program by conducting an analysis that includes a comparison of drug rebaies, the

impact of Medicare Fan D, and administration Tees.
DwMH should develop a plan to address the observations and recommendations noted in this
report. If DMH does not have the in-house expertise o address the specific cbservations of the
Program’s estimation process, it should consider entering into an interagency agreement with
the California Department of Health Services or hiring an independent outside consulting firm
with expertise in computing health services aestimates.




ACKGROUND,

cope, aND IVIETHODOLOGY

BACKGROUND

In April 1895, the San Mateo County Mental Health Department (County} began operating as
the Mental Health Plan (Plan) under the provisions of 2 Medi-Cal managed mental health care
field test (field test) waiver. The field test was established under the authority of the Welfare
and Institutions Code Section 5718.5 and the federal freedom of choice waiver under the Social
Security Act Section 1915(b)(4) granted by the Centers for Medicare and Medicaid Services.
The field test authority was enacied to allow the California Depariment of Mental Health (DMH)
to test managed care concepts in support of an eventual move to a full risk model for the
delivery of Medi-Cal specialty mental health services.

The field test began by the County assuming responsibility for both psychiatric inpatient hospital
services and ouipatient specialty mental health services. The County received a fixed annual
General Fund allocation from DMH and claimed federal financial participation {(FFP) on a case
rate basis. In July 1998, the County’s field test was expandead (o include the management of the
pharmacy and laboratory services prescribed by iis psychiatrist network.

For the pharmacy and laboratory services, DM and the County initiaily entered into a risk
sharing agreement establishing the San Mateo Pharmacy and Laboratory Services Program
(Program). This agreement created the only County Organized Heaith System (COMS) in the
siaie that does not carve out drug benefits to Medi-Cal. Under the risk-sharing agreement, the
County would retain surplus funding at the end of the coniract term (siate share only); however,
in the event of a funding deficit, the County assumed responsibility for payment up fo a

10 percent threshold, after which the County and state would split the costs. Proponenis of the
risk-sharing model indicate thai the County would have additional incentive to contain costs in
order to generate and retain surplus funding. Additionally, the state benefited because
theoretically, the plan would eliminate funding augmentation requests except in circumstances
where the deficit was greater than the 10 percent risk threshold. in 2002, the agreement
between the County and DMH was modified fo eliminate the 10 percent risk-sharing threshold
because either the annual state General Fund allocation was more than sufficient {o meet the
state’s maiching requirement or any state maich shorifalls were covered by the Plan’s
reglignment funds.

in 2005, the Plan's case rate reimbursement portion of the field test was discontinued and the
traditional Short Doyle Medi-Cal claiming system was instituted. Continued operation of the
pharmacy and laboratory components did not require a separate waiver. This part of the field
test continued under the authority of Title 8 of the California Code of Regulations

Section 1810.110(d) that permits DMH to waive specific requirements of the regulations. The
state portion of the Program continues to be funded under the fuli risk model established in
2002.

The County contracts with Medimpact Healthcare Systems, Inc. {Medimpact) io provide
pharmacy management services and Quest Diagnostics {Quest) to provide laboratory services.
Medlmpact also represents the County as its Pharmacy Benefits Manager (PBM). The role of
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the PBM is to deliver cost-efficient and dlinically effective prescription drug management {or the
County in an effort to manage overall costs while increasing quality of care. Except for
supplemental rebates negotiated by the County with Eli Lilly and Company and IVAX
Pharmaceuticals, Inc., the PBM negotiaies and collects all other pharmaceutical rebates.

DMH's Medi-Cal Mental Hsalth Policy Branch prepares the Program’s annual estimate. Vendor
billing data along with County and PBM administrative costs are reporied to DMH for use in
deveioping the following year's estimate. In 2002, DMH commissioned a detailed study of the
Program 1o evaluate pharmacy and laboraiory cosis. Because the laboratory analysis was
based on limited data due to complications in oblaining data from the vendor, the legitimacy and
validity of the study is questionable. DMH did not use the 2002 study as a basis for its
laboratory estimation; therefore, we did not evaluate or use that portion of the study for this
review. DMH commissioned ancther study in 2006 to review pharmacy costs and assess the
implications of Medicare Part D.

SCOPE/OBJECTIVES

DMH requested the Depariment of Finance, Office of State Audits and Evaluations, to perform
an evaluation of the Program’s estimation process. The primary obiectives of our review were
to gain an understanding of the Program and the methodologies used io sstimate Program
resources and o mare recommendations for improving the estimation process.

Our scope did not include an assessment of the accuracy of claims data; however, we gid
assess the reasonableness of amounts reporied by the Counly. Due to the unigue naiure of the
Frogram, we were unabie 1o determine best praciices or compare the estimation resulis ic a set
of benchmarks. Additionally, this review does not assess or evaluaie the efficiency or
effectivenass of this Program with respect to service or quality of care.

METHODOLOGY

To determine if improvements to the estimation process could be made, we gained an
understanding of the Program and evaluated the methodologies used (o estimate Program
resources. To document the Program’s current estimation methodology, we interviewed the
DMH management, Program personnel, DMH’s outside consultant, and County staff. We
cbtained source documentation from the County and DMH and performed a reasonableness
test on reported costs. We also reviewed the 2002 and 2006 studies prepared by the outside
consultant. Additionally, we reviewed the following contracts:

Pharmacy and laboratory services agreement between the County and DMH.
Pharmacy benefits management agreement between the County and Medimpact.
Laboratory services coniract between the County and Quest.

Drug rebate agreement between the County and Eli Lilly and Company.

Drug rebate agreement between the County and IVAX Pharmaceutical, inc.

@ & & g @

To gain insight on the managed care and pharmaceutical industries, we interviewed California
Department of Health Services (DHS) siaff from several specialty units, including:

Medi-Cal Managed Care Division.

Medi-Cal Fiscal Analysis Unit.

Medi-Cal Pharmacy Benefits Unit.

Fiscal Forecasiing and Data Management Branch.
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We interviewed staff from the California Medical Assistance Commission, Medi-Cal Managed
Care Division, to gain an understanding about negotiation strategies and prevalent trends in the
managed care industry, the role of COMS in providing services, and the trends in contracting
with these entities. Finally, we ulilized internet rescurces fo research drug rebates, contracting
trends, and the pharmacy benefits management indusiry.

Recommendations were developed based on data analysis, the documentation made available
to us, and interviews with subject matier experts. This review was conducted during the period

February 2007 through May 2007.




BSERVATIONS and § XECOMMENDATIONS

A review was performed of the California Department of Mental Health’s (DMH) current esiimate
methodology for the San Mateo Fharmacy and Laboratory Services Program {Program). The
following chservations were identified:

OBSERVATION 1: Lack of DM Oversight Over Costs

Monitoring and controls over the Program are lacking. Specificaily, Program revenue and cost
compaonents are not verified for accuracy or analyzed for reascnableness by DMK,

Dii’s Medi-Cal Mental Health Policy Branch prepares the annual estimate for the Program
using data provided by the San Mateo County Mental Health Department (County). This
estimate is then incorporated into DMM’s annual Budget Change Proposal (BCP) funding
request. In 2002 and 2006, DMH commissioned two separaie studies to review the Program’s
estimate.! These studies were analyzed by DMH and incorporated into the annual estimate.

The Program estimate is comprised of estimated laboratory costs, frended historical pharmacy
claims, and adjustments for any known policy changes. Different methodologies are used (o
develop each component’s estimate.

Laborafory Estimate—Because DMH has not been consisiently provided laboratory
services ciaim history by Quest Diagnostics {Quest), the estimate is based on previously
contracted rates instead cf reported laboraiory services claims.

Pharmacy Estimate—DMH calculates the pharmacy estimate by trending multiple years
of reported pharmacy claims. Reporied pharmacy claims are comprised of the following
componenis:

Total Reported Drug Cosis

Less: Drug Rebate Revenue

Less: Share of Costs/Coordination of Bensfils Revenue

Plus: Pharmacy Benefit Manager (PBM) Administrative Costs
Plus: County Administrative Costs

Equals: Net Reported Fharmacy Claims

Policy Changes—T1he estimate is adjusted by any known policy changes, such as
Medicare Part D. DMH reduced the fiscal year 2006-07 estimate by 23.5 percent to
account for beneficiaries, whose prescription drug cosis transitioned to Medicare Part D
because they had both Medicare and Medi-Cai, also known as dual eligibles.

' Refer to Appendix | and ! for these studies.




To assess the reasonableness of the claims reporied by the County to DMH, we reviewed
pharmacy claims for 2004-05 and laboratory services claims reported between March 12, 2061
and November 26, 2002. The review raised questions about the following issues:

integrity of the reported faboraiory cosis.

Reasonabieness of the drug rebate revenue reporied by the PBM.
Appropriateness of the County’s administrative costs.

Accounting for the beneficiaries’ share of cosis/coordination of benefits revenue.
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Reported Laboratory Costs

There was no support or faciual basis for the 2002-03 or 2003-04 budgeted laboratory costs.
DMH indicated there were problems with the County obtaining billing data from Quest.
Therefore, DMK estimated laboralory cosis based on previously coniracted rales, keeping the
2002-03 estimate at $225,000 and increasing the 2003-04 estimate by 10 percent to account for
infiation.

DMH later recognized that laboratory estimates have been overestimated; therefore, the DMH’s
2005-06 Budget Change Proposal (BCP) reduced the budgeted lahoratory costs from $250,000
to $114,000. The BCP indicates that the reduction was based on a review of actual iaboratory
claims submitted by the County over the past four fiscal years ending June 30, 2005. The BCP
aiso indicated changes in laboratory costs would be monitored and adjusied if necessary.

For our review, we obtained detailed laboratory transaction history from the County from
March 12, 2001 through November 26, 2002 o assess the reasonableness of reported claims.
We identified many duplicate tests billed to the same beneficiary on the same date as well as
claimed rates that were in excess of the contracted rates. Our preliminary analysis indicates
that inflated cost projections and incorrect billings resulted in an overpayment of more than
$600,000 over a five-year period ending June 30, 2006. Under the negotiated rate plan, the
County retains excess sfate funding. Al cur request, both the County and DMH are attempting
o independently quantify the incorrect billing. The County wili arrange for repayment of the
over billed federal share. if coliection is nol made, DMH could be responsibie for the federal
repayment. The County announced that it has subseguently changed its laboratory services
vendor.

Drug Rebates

Drug rebate revenue reported ioc DMHM by the County appear extremely low. The reporied
rebales are incorporated into the estimate and hencs reduce the Program cosis o the state. In
2005, these rebates accounted for approximately $358,535 or 3.4 percent of the $10,573,360
reimbursed drug costs. Our research indicated that drug rebate amounts are generally much
higher for state Medicaid programs; in fact, Medicaid offers a negotiated rate of 15.1 percent for
innovator drugs and 11 percent for generic drugs. In California, Medi-Cal negotiates primary
and suppiemental rebate terms well in excess of the abovementioned Medicaid rates.

To assess the reasonableness of reported drug rebates, we provided the Program’s 2004-05
pharmacy services activities by drug fo the California Department of Health Services (DHS) and




requesied DHS {o quantify the rebate amount that Medi-Cal would have receivaed under the
rebate contracts in place during the same period. The following tabie demonsirates the
comparisen:

Reported Pharmacy Pharmacy Services Rebates

Services Rebates Per the That Medi-Cal Would Have
County Received Difference
$358,535 $3,914,177 $3,555,642

The 2004-05 Medi-Cal negotiated rebates would have reduced the overall Program cosis of
$10,573,360 by an additional $3,555,642 or 34 percent.

The Program contracts with & PBM o negotiate and collect rebates. County siaff requested
copies of the coniracts that the PBM had in effect with the difierent pharmaceutical companies
and were denied access to the information based on non-disclosure clauses in those contracts.

DMH indicated it would be working with County staff to further evaluate the reasonableness of
repcrted rebates. DMH should review the implications of rebaie underpayments to determine if
a cost ofiset is due on the federal share. In addition, DMH should revisit the terms of the
Medi-Cal Specialty Mental Health Services Consolidation Waiver (Waiver) to ensure the
Frograim meels he cost effecliveness requirements. This is the only locai program where drugs
are carved out from the Medi-Cal process. DMH should collaborate with DHS fo determineg
whether a continued drug carve out is feasible.

Adminisirative Costs

Both the County and the PBM are reimbursed for adminisirative fees. We noled that the
contract between the Couniy and DMH does not address adminisirative fees for either the
County or the PBM; rather, there are provisions for reimbursement to participating pharmacies
on a per prescription basis.

The PBM’s reimbursement is based on the confract with the County. The contract also contains
standard fees, such as per iransaction processing fees, and optional service fees, such as
preparation of non-standard reporis. The PBM fees were less than .5 percent of drug
reimbursements for 2004-05.

The County aiso charges the Program an administrative fee based on specific salaries of
Program siaff. However, there is no formal agreement regarding these fees. For 2004-05, the
County administrative fees totaied $251,410 or 2.4 percent of the drug reimbursements reporied
for the same period. We requested the County provide documentation to suppori the
adminisirative fees, but at the time of this reporting, the County did not provide supporting
documentation. Further, DMH was not able to specify the basis for the County administrative
charges.

Share of Costs/Coordination of Benefifs

There is no regular accounting, reporting, or monitoring of share of costs paymenis. Medi-Cal
beneficiaries that meet a certain income threshold are required to pay a share of the cosis o
maintain eligibility. These costs were reported as revenue to the Program up fo

September 2002. After September 2002, share of cosis revenue was not fracked. The County
states that because its accounting method changed, the share of costs revenue was no longer




fracked and was to be treated as a deductible incurred before the beneficiary’s prescripiions
could be submitted through the pharmacy benefils system.

Reguiar accounting, reporting, or monitoring was also not performed regarding the coordination
of beneiits revenue. When a beneficiary has other healih insurance, Medi-Cal becomes the
secondary insurer, paying the residual portion of the claim after the primary insurer pays its
share. Thus, these coordinated benefits reduce the cost of services that the Program pays for
any given service or prescription.

Recommendations: As the oversight agency, DM should exercise conirol 1o ensure that
Program revenue and cost components are verified for accuracy or are analyzed for
reaschableness. Specifically:

Institute an audi function to pericdicaily analvze the accuracy of reporied data.

s Obtain all data necessary o prepare an accurate estimate of Program costs. (uestion
the vendors’ and the County’s inability to provide billing data.

s Ensure the County arranges for repayment of the over bilied federal financial
participation of laboratory costs.

¢ Consider the loss of eligible rebate funds when determining the cost efficiency of the
Program.

= Negoliate the terms of all administrative fees charged o the Program, formalize an
agreement for administrative fees, and memorialize this agreement within the contract.
Ensure that administrative fess are Program-related, necessary, and reasonabie.

« Quantify and evaluaie the reasonableness of the share of costs/coordination of benefits
revenue reporied by the County. '

OBSERVATION Z: Inadeguate Assessment of Medicare Part D's Impact

DMH underestimated the impact of Medicare Part U on the Program. Medicare Part D
astablished a voluntary outpatient prescription drug benefit for peopie on Medicare. The drug
benefit took effect in January 2006 and is available o all 43 million elderly and disabled
beneficiaries enrolied in Medicare-approved privaie plans. Under Medicare Part D, Medicare
also replaces Medicaid {Medi-Cai) as the primary source of drug coverage for dual eligibles. As
a result, overall Program costs have been reduced.

DMM’s initial attempt to assess the impact of Medicare Fart D on the Program was to reduce the
pharmacy estimate by 10 percent.® DMH iater noted that data from DHS indicated that
approximately 23.5 percent of the Medi-Cal beneficiaries in San Mateo County had Medicare
Part A and/or Part B coverage as of July 2005. Therefore, the 2008-07 pharmacy estimate was
reduced by 23.5 percent. However, the County indicated the Medicare Part U's impact is
currently tracking at 40 — 50 percent. This would indicate that the Program was significantly
overpaid for 2006-07. Even though the County is paid a negotiated rate, DMH stated ifs intent
to negotiate with the County o recover the excess funding.

DMH, through DHS, had the ability to quantify the effects of Medicare Part D based on actual
costs associated with the dual eligible population. DHS indicated that the Centers for Medicare
and Medicaid Services {CMS) provided z specific listing of dual sligibles prior to the
implementation of Medicare Part D. Had DMH provided the appropriate beneficiary information
to DHS, DHS could have deiermined which of the 3,324 beneficiaries utilizing the prescription

 This statement is according to DMH's November 2006 BCP.




drug benefits were dual eligibles, and a more accurate impact on the Program could have been
computed.

We assessed the DMi's estimation of Medicare Part I's impact and have concerns regarding
the methodology and certain assumptions made. Specifically:

« Not ali Medi-Cal beneficiaries are utilizing menial health services. Instead of using the
23.5 percent average of Medi-Cal beneficiaries that are eligible under Medicare Part D,
DMH should have factored in the percentage of Medi-Cal beneficiaries that utilize mental
health services, and then determine the applicable perceniage of beneficiaries that were
eligible for Medicare Part D.

« DMH assumead that all menial health beneficiaries utilize the same level of resources.
Based on the reported 2004-05 prescription drug reimbursement data, we delermined
that the utilization of resources did not reflect a standard disfribution. That data shows
the bottom 50 percent of the mental heslth beneficiaries utilized only 10.7 percent of the
pharmacy services resources. Aliernatively, the top 50 percent of pharmacy services
beneficiaries utilized 89.3 percent of the resources.

Based on our analysis of the pharmacy services disiribution among the Medi-Cal
popuiation, we hypothesized that some of the higher cost users (incurred cosis grealer
than $10,000 per year) would be disabled; therefore, those users would be receiving
Supplemental Sscurity Income benefits and be eligible for Medicare. We provided a
listing of the top 200 users {out of a population of 3,324} to DHS and concluded thai 118
out of 200 users or 59 percent were dual eligibies.

e The 2006-07 pharmacy services eslimats was created by trending the last five years of
reporied claims data, resulting in an increase of 7.56 percent. The frended amount was
reduced o account for the impact of Medicare Part D. The use of trend models that are
kased on costs incurred prior to the implementation of Medicare Part D should be
carefully considered. Once ihe sffecis were determined o be material and ongoing,
frend models that use both pre and post Medicare Part D cost data would be skewed.

Recommendations: DMH should work with DHS to identify the specific dual eligible beneficiary
popuiation, and then quaniify actual utilization associated with these beneficiaries. This
computation will result in a more accurate estimate.

OBSERVATION 3: The Program Estimate Lacks Essential User and Service Level Detall

The current Program estimate is based on trended historic costs at the program level and does
not incorporate specific user and service level detall, such as demographics or diagnostic
services. DHS actuaries indicated that their County Organized Health System (COHS)
estimates are based on a sum of regressed historic costs of various user and service level
detail. Tracking costs at the user and service levels, or component units, would allow variances
between actual costs and projected costs {o be isolated and would provide stakeholders with
more relevant information. For instance, if new medication therapy is identified for an affected
class of users, having detail about the affected class will enhance the Program’s ability o
guantify the potential effects to the Program. When variances occur at these detailed levels,
Program staff can analyze the causes and modify future estimate assumptions.

Recommendations: DMH should work with the County fo break down user and service level
categories. Ulilize this information to quantify treatment or policy changes that may materially
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affect the Program. Review Program cost components independently and form the estimate
hased on the aggregate of these costs rather than at the program levsl. Consult with DHS to
gain an understanding on how cther COMS estimates are basad.

OBSERVATION 4: The Program Was Not Assessed for Cost Effectiveness

The Program’s cost effectiveness should be guantified and documented. The pharmacy and
laboratory components were added in 1998 {o the existing managed care test program that was
granted by the CMS. In 2005, the field test ended and the Program was consolidated into the
Waiver. H would appear reasonabie o expect some form of report {o support the Program’s
movement from field test status fo a permanent condition. We requested documeniation that
would substantiate the cost effectiveness of the Program. However, DMH and the County have
not been able {o provide any documentation at the time of this reporting. There has been
consideration to implement this Program statewide. An analysis of the cosi effectivengss of the
Program is imperative, espacially since this Program is being considered for statewide
implementation.

Recommendations: DMH should perform an analysis of the cost effectiveness of the Program
that includes a comparison of drug rebate amounts, the impact of Medicare Part I, and
administration fees. This analysis should be performed prior 1o any stalewide expansion.
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bt ONCLUSION

The California Department of Mental Health's (BMH) needs o significantly increase its oversight
over the San Mateo Pharmacy and Laboratory Service Program’s (Program). The lack of
oversight has resulied in inflated cost estimates and overpayments causing the efficiency and
cost effectiveness of the Program io be compromised. Because of the nature of the negotiated
rate plan in which the San Mateo County Mental Health Depariment (County} keeps surplus
funding in exchange for assuming risk, there is an incentive for the County o overstate Program
costs. Because of this, it is vital that DMM assess Program costs for reasaonableness and verify
that Program costs reported by the County are accurate. Additionally, poor oversight couid
result in a loss of federal funding 1o the Program.

Due to the lack of conirols relating o the estimation of the Program’s cost and revenue
companenis and he fack of an objective and independent sludy, we would fecommend thiat
DMH conduct a detsiled assessment of this Program from a fiscal perspective. There has been
consideration o implement this Program siatewide. Before any decision is made for statewide
implementation, not only should a2 cost benefit study be prepared 1o substaniiate this Program’s
unigue model, but also DMH shouid address the implications of the specific chservations
addressed in this report.

it DMiH does not have the experiise in house io address the specific observaiions of the
Program’s estimation process, it should consider entering into an interagency agreement with
the California Department of Health Services or hiring an independent outside consuiting firm
with expertise in computing health services estimates.
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San Mateo Field Test Waiver
Pharmacy and Laboratory Cost Review

Background

The San Mateo County Mental Health Plan (MHP) began providing all mental health
pharmacy and leboratory sarvices in San Mareo County E)eﬂmmm Japuary 1. 1999, as part of the
Medi-Cal Mendal Healih Field Test {San Mareo County) Waiver renewal, The MHP contracted
with Medlmpact Healthoare Systems, Ine. (Madimpact) 1o provide pharmacy mans gement
services nunder the waiver. and with Quest Diagnostics {Tmest) for laboratory services.

The MHP is remubursed for the Meadi-Cal faderal share (Federal Financial Participation-FFP)
of pharmacy and laboratory services basad on acrual costs incurred for these services, The 3HP
subinits & monthiy claing to State DMH ro obfamn federal retimbursement. The MHP obiains
Medi~-Cal State rpatch through a combination of s annual allocation of State General Foirds
{SGE) and reslignment funds,

The cosis of pharmacy and [sboratory services estimated i the walver renewal were
developed based on historical fremds i sueh costs as provided by fhe Health Plan of San Mateo.
These same costs were used ro develop the annual SGF allocations to the MHP for Medi-Cal
phanmnacy and laboratory services,

Because these were estimared amounts, the State and MHP snrered info a risk sharing
agreemeni with respect to the funds required o match FFP. The MHP s at full misk for e entre
State mateh if the cost of pharmacy and related laboratory services exceeds the siate allocation
b 10 percent or less. The State assumss 30 percent of the risk of costs that exceed the stale
aliccations by more than 10 percent and up 0 50 peycent, The State asswmnes the entire risk for
costs that excesd allocations by maore than 30 percent.

Pricy fo this study, the Depm‘ﬂn«em of dental Health has not conducted g detailed review of
what higs been paid under (e waiver with the actual costs of such services mud reconciied
pavments made under the 1'15_4}{ shanng agreamesnt.

Historical Dafa
Table 1, below, shows the estimated fseal vear costs of MHP pharmiacy and laboratory
services, Thess estunated costs were used to caleniate the annwal SGF allocations fov pharnwey
and laboratory services, snd o detenmine whether the risk corridor was applicable in & given
fiscal year.
Table 1
SIHP Fiseal Year Estimnated Costs for
Pharmacy and Laboratory Services

(FFP and 3GF)
1998957 15502000 300001 200102 200203
Pharmaey 52 710565 $6.419.03% 57966027 59883540 $11,961.840
Laborasory 214,879 5046 998 I7EO1D 205 168 245 7V
Toral Estzmared Costs 56,826,036 58140041 SEO.08T 007 §12. 38611

¥ Fiseal vear 1998-99 reprasents snomonths of serices m fus 1able and ol subsaguent tables.
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Exidbir i, at the end of this document. shows Medi-Cal mental beaith monthly paid claims
for pharmacy services 1o San Mateo County singe the MHP sssumed responsibility for pharmacy
services i Fanuary 1999, The total Medi-Cal mental healtl pharmacy claims consist of the cost
of drugs, the phammacy management commpany’s adiministrative costs, and the MHP™s
administrative costs, less Medi-Cal rebates or Medi~Cal beneficiary share of costs paid by the
MHF,

The MMHP encouniered problenss obtaining acowrate and timely claims from the laboratory
services condractor (Quasty As aresull. onlv 14 moaths of olaims have been submitted 1o State
DAIH for FTP renvibursement, Talde 2 below, shows the amownt agd number of muonths of
acmal [aborartory clafms submdtted by the MHP for ench fiscal vear

Table 2
Actuad MHP Fiscal Year Laboratery Services Claims

1998-59 18992000 260001 200102
Claim Amonst 560 S357FTY 59171 541,904
Fumber of Months O & 4 4
Average Monthly Clanu 3 $5.953 12293 510475

Due 1o the meonsisiency in claims and the problans identified by the MHP in obtaining
reports from the laborarory contractor, for the purposes of this analyvsis. monthly esthmated
Iaboratory claims were developed. Table 3. below, shows the estiumated annnal laboratory
claimns developed based on assumed average wonthly claims for each fiscal vear.

Table 3

Estfimated MHP Ficen] Year Labovatary S¢

1995-59 10002 (1K} 2006-01 0102
Assunied Avaiage $5.000 $6,000 52,560 511000
Bloanhily Clam o i A o
Annnal Estinared Clains $35.000 572000 FLOZ.000 5132000

Reconcitiativn of Data

The darn from the sbove tables and exhibits was used w compare estimarad costs 1o actual
and estzmated claims for MHP pharmacy and laboratory services, Tabile 4, on the next page.
compares the estimated costs for pharmacy and laboratory services with the actual pharmacy and
estunated Iaboratory fseal year claims,
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Table 4
Comparison of Pharmacy and Laboratory Claims

19%8.99 19902000 10060-01 RIEEE RN

Ezsimated Costs

Pharmacy 52720560 56410039 57566 027 50 585 840

Iaboratory 214 879 F06 998 178,013 209 168
Total Estnnared Coss $2535.448 56,026,057 SE 144 042 ERURIERRE B

o and Esrimared

Pharmaey Clamis 830782335 97,267 451 $R.429.665 $8.367.310

{Actuall

Laboratary Clatas 30,000 2060 162 000 132,000

{Estimared)
Towal Clamas §3.1408.233 §7.335.491 35,131,663 $5.499 310
Difference

Pharmaoy -B353 6606 SE4E 45T 585,635 5518330

Laboratory 184,870 434 9498 78,015 77168
Total Difference 8170787 -8413.434 12377 595 698
Pereen: Differance -5 8% 6.0 G.2% 5.9%

51 3 3 ¥ lower than actual ¢l
100809 and 1900~ ﬂ ad were slightly oversia E“ci i fiseal vears 2000-01 and 2001-02. Thus.
the MHP had io prov nie counfy realignment fmds as Medi-Cal march for phammacy and
faboratory services i fiscal vears 1998-99 and 1999-2000 and received more SGF than required
for match in fscal years 2000-01 and 2003-02. All the percent differences between estimated
and actial amonnts fall within 14 percent of the estimated costs, so the MHP fixctrred all of the
additional match reguirements aid reratned all of the additional SGF for fhe matching fimds m
accordance with the risk corridor agreement,

Table 4 show LL

o

e =

aime m fieenl vears
LIEER I DISCAL Yoars

The laboratory clamms in the above analvsis are estimated because of limifed data reporting
b the RMHP 2% a resulf of the lnboratory services contractor, If actual taboratory olaims are
higher coce the contractor 1§ able to submit additional claims, the above analysiz would be
slightly different. However, the Iaborstory claims would have to significamily exceed the
cogtracted amounts between the MHP snd Cuest in ovder for the loss to exceed 14 pereent and
the State required fo provide additional matching funds. Laboratory clamns would have to
excead $153.000 in fiscal vear 1998-99 {six months) and $351,000 in fiscal vear 19992000 fw
the total difference 10 exceed 10 percent in either of the fiscal vears, By comparison, the
laboraiory services contract was approximately $225.000 for MHP Medi-Cal laboraiory servicas
m fizcal vear 2001-02. Thus. actual claims most likely would fall within ten percent of estunated
costs and the MHP would be tiabls fo provide all additional matehing funds or be able (o retain
all additional SGT allocations.
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Table & below, shows actual SGF allocations to the MHP in each fiscal vear, Estimafes
mtially provided by the MHP in Giseal vear 2000-01 indicated that the 10 percent threshold
wotild be excesded and the Stare would be Hable for a share of the additional pharmacy and
Iaboratory claims. Thus. the State provided additionat SGF 1o the MHP for the estimated risk
cosridor in fiscal vear 2000-01. Since the amount of actual claims did not exceed e estinated
costs by more than 10 percent. the MHF should not have received the additional State General
Fonds for the risk corridor and. 45 2 resuil. was overpaid $220,000 in fiscal vear 2000-01.

Table §

MHP Fiscal Year Siafe General Fund Allecations for
Plharmacy and Laboratory Services

150854 1989 2500 200-01 0102 03
Pharmuaey §1.330.292 $3.104 247 53874676 $4 808 473 55,039,054
Labaratary 134281 241,184 86,586 161.739 122026
Rusk Corndor 220,000
Total Aftocaton 314565872 $3345.430 54183261 24212011 8.063.075

Futnre Year Estimates

MHP pharmacy and Iaboratory costs are budgeted at approxamately $12.2 mulbion in fiseal
vear 2002-03. This represents about a 21 percent increase over fiscal yvear J001-07 estimated
costs, and 28,3 percent over fiscal year 2001-02 actual pharmacy and estimate laboratory elaims.

Exhibir 2. following Exhibit || graphecally depicts actual storical monthly MHP pharmacy
claims and the trend Hoe associafed with the claims. The large clabm in Tanuary 2002 reflects a
refroactive clalm that meluded services provided in price months, Even with the large one-
moeeth deviation. the correlation between patd claims and monthly peried i3 over 87 percant,
The relationship shown n Exinbit 2 was assumed 1o continue, which yields the fiscal vear
evtimates shown in Table 6 below,

Tabie &

RIHP Tiscal Year Actunl and Estimated
Phayrmacy Clalms

{FFP and 5GF)
Aerual Esnmated
1998-99 1000 20400 00001 100102 200203 200304
Clzim Amounts SX 076235 7267451 58,028,665 IR367 310 | SIU3T417¢ $E1462.293
Percent Change 104935 16 648%; 10.75% 10.4%%

The munber of preseriprions (sceipts) issued by the MHP alse showed a strong linesy
refationslip over time and the average amount paigd per soript bas vemained farly constant aver
the last three vears. This trend is shightly lower than statewide data where the costs per script of

16



rwo of the more commonty wied afvpicsl antipsvehotic diugs (esperidone and olanzapine) have
mcreased three to five percent per vear over the Iast three vears. Applving an additional four
percent incraase in esfinated pharmacy claitos o allow for higher costs per drug gives slightly
higher estimates of MHP pharmacy costs than the rend line, Trader this asswnption, phanmacy
costs are estbmated to be $10.790.000 in fseal vear 2002-03 and $12.308.000 in fiscal year 2003«
34, Thus, the rangs of esthnated MHP pharntacy costs s between $10.4 million and $10.8
mulion in fiscal vear 2042-03. sud between 51 1.5 pullion and $12.4 million in fiscsl vear 2003~
04,

Laboratory clabms are more diffienlt fo esthinate becanse of minimal data provided by the
MHP te Stare DMH on historiea! costs of services. However, laboratory costs are relatively
minor comparad to MHE phanmacy costs, Using the contract valuz of approximately $225.000
for Iaboratory services in fiscal vear 2002-03 and a ten percent increase in fiscal vear 2003-04
results in the range of estimares shown m Table 7. below.

Table 7
FHP Fiscal Year Estimated Costs for
Pharmacy and Laborafory Services

{FFP and SGT}

200203 2504
Pharmacy £10372 176 0 $ELA62 393 to
AACBACY $10.790.000 §172 398 000
Laboratory RESREEL 256G 008
. . S1G.600.000 ¢ FIL712.000 w
Toral Estimared Costy - 1\1“. - h ne Df I.,:}_. m@%ﬁ;
511853000 510655 000

Fxistng fiscal vear 2042-03 allocations are based on costs of $12.2 million. which
significantly exceed the estimated amounts 1 Table 7. Specifically, almost 6.1 million in State
funds were allocated to the MHP in fiscal vear 2002-03 when estimates show that, al most. 835

riefilicny should be allocated ro the MEP for pharmacy and laboratory services in fiscal year 2002~
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PPENDIX g E

Diraft 3/20/08

San Mateo Mental Health Plan
Pharmaey Claims Analysis

Backgrowund

The San Mateo County Mental Health Plan (MHP) began providing all mental healih
pharmacy services in San Mateo County beginning January 1. 1999, as part of the Medi-Cal
Mental Health Field Test {San Marteo County) Waiver renewal. In fiscal vear 2005-06, the San
Mateo MHF became part of the Medi-Cal Specialty Mental FHealth Services Walver and
continued to have responsibility for pharmacy serviees to Medi-Cal beneficiaries. The MHP
contracted with Medlmpact Healthcare Systems, Inc. (Medimpact) to provide pharmacy
matagement services since assuming responsibility for pharmacy services. Also, the Medicare
Part D prescription drug benefit became effective on January 1, 2006, whereby Medicare
provides a pharmacy benefit to all Medicare beneficiaries, including those dually eligible for
Medi-Cal end Medicare {dual eligibles). Thus, Medi-Cal beneficiaries with Medicare coverage
no longer receive a pharmacy benefit through Medi-Cal and the San Mateo MHP is no longer
reimbursed from Medi-Cel for the cost of phammagy services o these dual eligibles.

The MHP is reimbursed for the Medi-Cal federal share (Federal Financial Participation-FIF)
of pharmacy services based on actual costs incurred for these services. The MHP submits a
monthly claim to State DMHB to obtain federa! reimbursement. The MHP obtains the Medi-Cal
State match through a combination of an annual allocation of State General Funds (SGF) and
realignment funds,

hoitially, the costs of pharmacy services were estimated based on historical trends in such
costs as provided by the Health Plan of San Mateo. These same costs also were used to develop
the annual SGF allocations to the MHP for Medi-Cal pharmacy services. An analysis performed
in 2002 indicated actual pharmacy claims were not increasing at the same rate of historical

growth and, as a result, future growth rates were decreased.

This analysis provides an update to the 2002 analysis by analyzing more recent trends in the
San Mateo MIP pharmacy paid claims. This analysis also provides an adjustrent to account for
the recently implemented Medicare Part I benefit.

Historical Data

Exhibic 1, at the end of this document, shows the actual Medi-Cal mental health monthly
paid claims for pharmacy services in S8an Mateo County since the MHP assumed responsibility
for pharmacy services in January 1999. The total Medi-Cal mental health pharmacy claims
consist of the cost of drugs, the pharmacy management company’s administrative costs, and the
MHEP s administrative costs, less Medi-Cal rebates or Medi-Cal beneficiary share of cosis paid
by the MEHP.

Table 1, on the next page, compares the estimated Hscal yvear costs of MHP pharmacy
services with the actual paid claims of MHP pharmacy services. The annual estimated MHP
pharmacy costs are what were used to calculate the annual SGF allocations for pharmacy
services. The actial claims are denived from the total monthly paid claims in Exhibi( 1.
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Table 1
Comparison of Estmated Costs and Actual Pharmacy Claims
{FFP amd SGEY

Fiscal Yenr Estheated Costs” Actual Clatms Difference FPervent THfferencs
1895.6a" ERRE T 3078235 [EERE BERL
LHORLI000 &6 415 039 (3348 2571 S13 2%
2400UG &7, 8488027 (563 638) (8%
20100 S8 8RB 9 387 310G 53185354 5.3

S10 374 0040 §9.906,689G 55687,510 158
REhREIE L11.462.000 A0 8TR0TE STRA T A Gty
ZOGI03 S12, 520,000 S10.548 L85 51550518 159%

- basts for defernuniny annual Stae General Fond allocations,
1 TH9E-H8 reprevents six monds of services m this mble and sl vobsequent fables.

T&hl' i shows that actual clans were significantly higher than sstimated costs durmg the
first vear and a half, However, sines then, acmal claims have not mereased as guickly oz
expected o where acrual clatns ars now signtficantly Tess than what &5 used to detenmine SGF
prvients to the MEP. Exhibir 3, follovwing Exbeba 1. graphecally depaots this relationshp.

Furure Year Estintates

Exkihit 3, followng Exheber 2 graplecally shows actual lustorseal morshly MHP plarmacy
clauns fromy bxmmt i and the rrend ine associged with the clains. The rend line was
developed by applving the method of least SC;‘%J.‘!IE‘S o the annwal claims. Anmual peard clamms
were used rather than momthly paid claims i order to reduce the variabilsy resulting from the
mouthly volasbity m paid claims. Also, the first six months of services in 1938-89 wers nor use
1o develop the rend line. The corselanon between annual paid clauns and fscal vepr s
approxunaiely 96 percent based on the st vears of aciual data, The leganihmie relationsh 30
shown m Exhiber 3 oes assumed ro continne, which resuls m the fisonl vear cstimates shown 1
Fabide 7, on the next page.

Asoshown m Tables T ond 2, the growth m actuel suoual clams slowed o fiscad vears 2002-
03 and 2003-04 and then acroesl clams decerased for the first fune 1 fiscal vesr 2004-G5. Thue,
the rave of growth m fiurs vear s pharmiacy claims s esumated e decline based on the
fogarithmic relationship shown in Exhibi 3 rather than increase 5t a constant rats of growh.
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Table }
Comparison of BEstimated Casts and Actual Pharmacy Ulabns
{FFP and SGFy

Fisesl Yeny Estimared Costs™ Actual Clatms THiference Fercent Difference
18gg.0gh 52730.369 53,07¢.255 (B357 FGAY STE (%
FREG.I003 SE416.03% (3845,232% S15 2%

20000 7065 027 [B83.8383 -0.8%
2ERIBE L9 387,316 S3IR. 530 3.2%
200203 50 908 500 BEST 210 4 5%
atlis Wi EY SIOaTE a7 LTEA B &.8%
LR 12 370,040 SE0.545 282 F1.570.516 12 7%

Wsad o ihe basis for deternsiming asmual State Genersl Fund aliocations,

bi Fiscal vear 109290 reprasente siw mondhe of seyvices in thiz table and 83 subsaguant talles,

Table 1 shows that acroal clams were sigmificamly higher than estimated costs donmg the
first year and o half, However, since then, actnal clams have not mereased as quackly ag
expectsd o where actoal claims are now stgnificanthy Iees thee what 15 vsed o detsrnine SGE
pavments o the MHP. Exbibit 2. follovwang Exhibat 1. graphacally depicts thas relanonshp.

Furupe Year Evtimares

Exbibit 3. following Exbubat 2. graphically shows actual lustorical momshly MHP pharmacy
clamns from Exbubit § and the trend lne associated with the claims. The wead line was
developed by applving the method of least squarss 1o the annval claims, Aoousl patd clasms
were ussd rather than monthiy paid claums m order to reduce e vanmbility resubiing froms the
monthly volatidiny 1 pawd clatms. Also. the first six months of services in 199809 wers not used
o develop the teend Hne. The corselanion befwzen annual paad olaims snd fiscal vear is
approxmately 96 peresnt based on the six vears of acteal data. The logarithenic relationslup

shown 1t Exbabit 3 15 assumed to contue. whicl resulbis g1 the fiscal vear estunates shown
Table 2. on the next page.

As shown iy Tables 1 and 2, the growth w acmal annual clamus slowed n fiscal vears 2000-
03 and 200304 and then actual claimns decraased for the first me m Hiscal year 2004-05. Thus,
the rate of growth m future vear s pharmacy clanos is estimated to declme bazed on the

-~

logarithouie relationship shown in Exhibit 3 rather than micreass & @ constant rate of growth.
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Crraft 3020006

Tahie 2
MHEP Fiscal Year Actual snd Estimared Pharmacy Claims
(FYP and 3Gy
Fiseal Year Actuad Cladsns Estimated Clains &nﬁizii;?em

159854 E3.078233

57267491

ERROE N 13.5%

S8.367 310 16 7%
300303 50,006,520 5.5%
50304 S16.475071 7 2t
2004-67 510,549,424 L.
FOGE-06 513162053 5 8%
100607 STI 422884 2 38

Medicare Pare IF Esdimared Impact

The net effect of Medicare Parz D 15 char Mede-Cal no lonper covers the cost of gharmacy
services to dual elipibles. The mmpact on the San Mareo MHP 15 that the MHF ac longer clams
these services 10 Medi-Cal and the Staie no longer provides SGE for these services,

Data from the Depariment of Health Services mdicates that approximately 23,2 percent of the
Med-Cal beneficwrres i San Mateo had Medicare Part A andior Parr B coverage as of July
2005, Thus, 235 percent of the sstumared pharmacy claims are estimated to be coversd under
Medicare rather than Medi-Cal begmumyg January 1, 2006, This spproach sssumes that the
clasmed amonat per beneficiary 1s the same for all Medi-Cal benaficiaries regardizss of whether
or not they are covered vader Medicare, Without additional data on the historzeal claimed
amont Tor dual eligibles m San Mateo County, this assumpnon has to be made.

Table 3 below, shows the estunared clamms with and withowt the Medicare Pare Ir
prescription drog benefir. Fiscal vear 2005-06 1= only partally mupacted as the Part D benefn didd
aot become effectrve waitl January 1. 2006, These estimmates should be vsed to determne the
SGF for San Mateo MHF pharmacy services.

Table 3
REEP Fiscal Year Estimated Phormacy Claims with and withont Medicare Fart D
{FFE and $GE)
Fizeal Year Without Medicare Pard B With Medicare Part T
206508 R11 15865 SR E45833
HHE.07T 511422 882 $5,738.351

23



o7 -

4

EXH
Page tof

ix
(s}

P and

San ateo MHP Pharmacy Monihly Paid Claims
iz

stal Fald

Totat Admin

HHF Admin

oy 3
] (3] i~y
3 -
2 % i
- s
ﬂ 7] od
g L
=
o E
E & e
5 re)
8 = b2
pul i
e )
=
e
=
% o3 U
[ Pk T
e wa
5 g g
o]
@ e
=
S
e
— p= g1 50
% n b= oW
[ L) [ B
P 20
R i
1 n.w;_ ;
-
zt
E
b
[~
vi
2.
£,
o,
2 = i3 =
E o : ] [
& o5 =
i = &5
& = 3 i @
oy & &
ol
g +
&
[}
a@ B oy
i =
2 prad
s 3
A
£
= & b i
B — - i
b1 pec: g ]

;

IS, FRET

o, Pl

42

B heates Coanty iRl

Y 5

P

24




| JEPARTMENT X

25



B L PARTMESRT Gt

1600 9eh Strect, Sseramenco, {4 Y3814
(916} 6542309

June 28, 2007

Ms. Diana L. Ducay
Chief, Office of State Audits and Evaluations

Catifornia Department of Finance
300 Capitol Mali Suite, 801
Sacramenio, CA 35314

Dear Ms. Ducay:

We are in receipt of your June 2007 report, "Review of the San Mateo Pharmacy and
Laboralory Services Estimation Process.”

We appreciated that vour sialf was willing to work with us to complets the final version
of the San Matec Pharmacy and Laboratory review, per our inter-agency agreement, |
would like to compliment your feam for a professional approach o this project, and
effective communication and collaboration with aur depariment’s managemeant team
throtchout your review,

The report focuses on the estimale methodology for San Mateo Pharmacy and
Laboratory, prevalent trends within the pharmacy benefit and County Organized Health
Systerns (COMS) industries, and makes recommendations for improving the program
estimation process. Your Office identified four observations in which DMH heas an
opporiunity to improve both the oversight of costs and the estimation process, about
which we agree. The four identified Issues In your report include:

improvement of cost oversight;

Medi-care Part D cost assessment improvements;

the benefits of collecting and evaluating user and service level detail; and
an overall program cost assessment so that other mental health plans
could consider the San Mateo model.

DMH has initiated the sieps necessary to gather data and infarmation that will facllitate 2
more comprehensive evaluation of the aptions discussed in the report. These steps
include working with San Mateo o deterrmine what service level detall is available to
inform the estimation process and a preliminary new estimation proposal that would be
based on actual costs versus projected costs.
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Asalk Ean Matzo Pharmacy Lab Report Response
June 28, 2007

It s our intent to utllize the information included in vour repert and the daia gathered
¥ d

from the implementation of the report's recommendations to augment DMH's action plan

o implement fiscal, policy, and administralive reforms that is due to the Administration

and Legislature in August 2007.

DMH has taken steps to address findings in your dratft report and to complete the policy
analysis of the San Mateo Pharmacy and Laboratory Services Project that is requirad in
the Govarnor's 2007- 2008 Budget Trailer Bilt Language. For example, an May 25,
2007, our multi-disciplinary rmanagement and subject matler experis from DMB and
DHS traveled to San Mateo to meet and get briefings Trom their executives and program
managers. Upon this final release of your report, we will work with Szn Matea and DHS
1o addrass the findings, and deliver productive and realistic policy, fiscal, and
administrative reforms in our August 2007 action plan.

e will alss draw in other partners and stzkeholders to strengthen our action plan —
ﬁuch as the Californiz Mental Healh Directors Association and, pocsibivy expert

consultants to support a review of pharmacy rebates and benelils — i order to provide &
waorkable plan that will include steps necassary to mest each objective, timeframe and
will identify assignmenis to the responsible parties. If possible, we would apprecizte
GSAE's participation as a review component for our proposed action plan prior to its
final release.

Aga you f dices provided by your Office for this important review of the
San Mateo Pharmacy and L borato[y

Aagain, ".aaiﬁl«

Sincerely,

Original egigned hy:

STEFPHEN W. MAYRERG, PhD
Director
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